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ARGENTINA: KEY ECONOMIC INDICATORS 


All values in U.S. $ million Exchange rate as of May 31, 
and represent period averages 1978, one dollar equals 760 
unless otherwise indicated Argentine pesos 


1977 % Change 


1977/1976 iad 


INCOME, PRODUCTION, EMPLOYMENT 


GDP at Current Prices 43,471 48,527 
GDP at Constent (1960) Prices 21,870 22,894 
Per capita GDP, Current Prices (dcllars) liga 1,884 
Gross Fixed Investment (1960 Prices) 4,316 5,260 
Total Consumption Expenditures (1960 17,082 16,560 
Prices) 
Industrial Production Index (1960=100) 210.5 216.1 
Population (millions) 25.4 25.7 
Labor Force (millions) 10.4 10.6 
Avg. Unemployment Rate (%) (October) 4.8 Dee 


MONEY AND PRICES 


Money Supply(M,)(Dec.) (Billion Pesos)1/ 927 5,200 
Interest Rate (Dec.)Commercial Banks 2/ 130% 7, 140 % 


Indices: (Annual Averages) 
Wholesale Prices (1960=100) 44,232 298,000 
Retail Prices (1974=100) 1 472 11,000 


BALANCE OF PAYMENTS AND TRADE 





Gold & For. Exch. Reserves (Dec.) 1,812 4,039 5,400 
External Public Debt 3/ 4,251 5,000 E 4,600 
Balance of Payments + 125 + 2,479 + 2,700 
Balance of Trade 883 1,510 71.0 1,400 
Exports, FOB 3,916 5,610 5,500 

U.S. Share (7%) 6.9 5.8 ~ 6.0 
Imports, CIF 3,033 4,100 ab uz 4,1C0 

U.S. Share (%) ved 18.8 - 19.0 


Main imports from U.S. in 1977: Commodity, Quantity (in million pounds), and 
Value (in million dollars): Organic Chemicals 349.6/67.6; Coal Anthracite & 
Bituminous 1,480.4/38.0; Pumps, centrifuges and parts 6.0/19.9; Construction 
& Mining Machinery 14.0/32.1; Mechanical Handling Mach. & Equip. 14.4/25.1; 
Electrical Power Mach. & Parts 6.3/22.8; Tractors, except road and industrial 
18.9/33.5; Aircraft, heavier than air 0.2/22.2. 


E: Estimated P: Projected 

1/ Currency in hands of the public and demand deposits. 

2/ Transferable 30-day CD's cn loans (effective annual rate). 

3/ Capital only, disbursed over 180 days maturity. 

SOURCES: Ministry of Economy, National Institute of Statistics and Census, 
"and Central Bank, all in Buenos Aires; U.S. Bureau of the Census, Wash. 





ARGENTINA 


Summary 


The sharp decline in economic activity in the first quarter of 
1978 was brought about by monetary stabilization measures 
implemented in late 1977 to cool the economy. Production is 
expected to pick up during the remainder of 1978 but it is 
unlikely that GDP will exceed last year's level. Inflation 
still remains Argentina's principal problem and appears to be 
defying orthodox economic medicine. Despite the downturn in 
economic activity, the reduction in the fiscal deficit, and 

the deceleration of monetary growth, inflation in the first four 
months of 1978 was actually higher than during the same period 
in 1977. The Government adopted new stabilization measures in 
May which will hopefully bring down the rate of inflation in 

the second half of 1978. Low real wages continue to be a source 
of labor discontent but the Government has thus far prevented 
labor disputes from erupting into serious conflicts. One 

safety valve has been the extremely low level of unemployment. 
Argentina's external sector has continued to produce a large 
surplus in the balance of payments and raised reserves to record 
levels, thereby complicating the Government's anti-inflationary 
program. The new stabilization measures will tend to reduce 

the balance of trade surplus and net capital inflows. The 
conditions for foreign investment have continued to improve, 
with the most recent positive development being the new hydro- 
carbons law which makes foreign contractors eligible for various 
types of incentives. 


The Argentine economy presents U.S. exporters and investors with 
attractive opportunities. In 1978, the prospects for U.S. exports 
to Argentina remain good but, with the Argentine economy in a 
slump, growth is apt to be modest. Favorable factors include 

the high level of Argentina's foreign reserves, the recent 
reduction in tariffs and liberalization of import procedures, 

the anticipated slower rate of devaluation, and major investment 
projects requiring imported capital goods. U.S. companies already 
established in Argentina have undertaken moderate levels of 
reinvestment; U.S. petroleum companies are showing considerable 
interest in new opportunities in the petroleum sector. 





Production Turns Upward after Sharp Fall in First Quarter 





The worst appears over for Argentina's ailing economy. Economic 
activity during the first quarter of 1978 dropped sharply 

(-7.2 percent) as a result of monetary stabilization measures 
implemented deliberately in late 1977 to cool the economy. The 
impact was immediate and undoubtedly more severe than had been 
foreseen. With credit demand high and growth in the money 
supply decelerating, interest rates soared to unprecedented 
levels, both in nominal and in real terms after discounting 
inflation. Businesses, which in Argentina have traditionally 
relied on subsidies in the form of interest rates below the 
rate of inflation, were suddenly faced with debt payments which 
were highly positive in real terms. With the high cost of 
credit, it is not surprising that during the first quarter of 
1978 the already low level of consumption dropped 2.4 percent 
and that gross fixed investment declined by 16.6 percent. At 
the same time, the decrease in sales left most companies with 
large stocks which were costly to maintain. By the end of 
March, however, the situation had improved. Interest rates 

had declined both in nominal and real terms. Stocks in many 
industries had been reduced to low levels and therefore no 
longer inhibited demand for new production. Production is 
expected to continue to pick up during the remainder of 1978. 
However, in view of stabilization measures to combat inflation, 
the GDP recovery is expected to be gradual and will probably 
not exceed last year's levels until the fourth quarter. It is 
therefore unlikely that the economy will register any growth 
for full year 1978. 


Manufacturing production dropped 11.5 percent in the first 
quarter, with the following industries suffering most from the 
low level of consumer and investment demand: textiles, clothing, 
and leather (-22 percent), wood and furniture (-22 percent), and 
machinery and equipment (-17.8 percent). Within the category of 
machinery and equipment, tractors and automobiles registered 
declines of 87 percent and 54 percent respectively. Throughout 
most of the manufacturing sector capacity utilization and there- 
fore productivity was extremely low. According to a private 
survey, capacity utilization in the manufacturing sector averaged 
64 percent in March 1978 -- the lowest level since 1972 -- and in 
the particularly hard hit tractor and automobile industries, 26 
and 35 percent respectively. Many industries are having or will 
have difficulty adjusting from the protectionist, autarkic 
orientation of the Peronist regime to the new open market direction 
of the new Government. With competition from abroad, the weaker 





firms will go under and the remaining companies will have to 
become more efficient. To ensure that foreign competition 
will be fair, the Government is preparing an anti-dumping law. 
In the case of the automobile industry, which is characterized 
by an excessive number of firms in relation to the size of the 
domestic market, the Government has legislation under prepara- 
tion which would permit imports of foreign cars, increase 
gradually the permissible foreign content of locally produced 
cars, and reduce the tariffs on both cars and car parts. 

Since tariffs will remain relatively high, the immediate impact 
of this legislation will be limited. 


With low international wheat prices prevailing in 1977, farmers 
reduced their wheat plantings substantially and produced only 

5.3 million tons of wheat in 1977 -- a drop of 52 percent in 
relation to the year before. On the other hand, farmers increased 
their plantings of coarse grains and oilseeds and have produced 
record sorghum (up 13 percent) and soybean (up 51 percent) crops 
and a near-record corn crop (up 14 percent). Overall, therefore, 
agricultural crop production will be very good and, with the 

rise in international agricultural commodity prices, will come 


close to matching or exceeding earnings from the record 1976/77 
crop. Beef production is also expected to increase, with exports 
forecast at 760,000 tons compared with 605,000 tons the year 
before. 


Production in the extractive sector showed small decline in the 
first quarter (-1.6 percent) but should turn upward during the 
remainder of the year. Petroleum development received a big 
boost in April from the promulgation of the long awaited risk 
contract hydrocarbon law (Law 21778). The law authorizes state 
enterprises to enter into risk contracts with private firms for 
the exploration and exploitation of hydrocarbons and provides 
tax and import incentives for the private contractors, both local 
and foreign. At the same time, Secretary of Energy Brunella 
announced that 19 areas totaling 100,000 square kilometers 

(15 areas onshore and 4 offshore) will be put up for bid under 
the risk contract law during the second half of 1978. YPF, the 
state-owned petroleum company, will also invest $800 million of 
its own funds in 1978 for petroleum exploration and devel pment. 
Mining, which in Argentina is still relatively undevelopea, will 
probably remain dormant until the Government updates the mining 
legislation and promulgates a new mining promotion law. The 
delay in moving forward with this legislation is holding back a 
$1 billion copper project with U.S. participation. 





Inflation Still the Major Problem 


Inflation continues to be Argentina's principal economic problem. 
The Consumer Price Index rose 160.4 percent in 1977 and the 
Government hoped to be able to bring the rate down to the 60-80 
percent range in 1978 (in fact, the budget assumed that inflation 
in 1978 would be 60 percent) by adopting orthodox stabilization 
measures: reduction of the level of the fiscal deficit and 
deceleration in the growth of monetary aggregates. Despite the 
progress made by the Government in implementing these measures, 
the results on the inflation front have been disappointing. 
Instead of slowing down, the rate of increase of the CPI 

actually accelerated during the first four months of 1978: 

up 46.4 percent as opposed to 33.3 percent during the same 
period in 1977. During the past year ending in April, the CPI 
had risen 186 percent -- about 26 percent more than the CPI 
increase for full-year 1977. 


In view of the discouraging price trends, the Minister of Economy 
Martinez de Hoz addressed the nation on May 11 to enlist the 
support of the whole population in combating the inflationary 


mentality which has become ingrown as a result of thirty years 
of bad experiences. He announced specific new exchange rate 
measures to help curb the expansionary impact that the external 
sector has been having on the money supply; declared that public 
utility rate adjustments will be made differentially in accord- 
ance with the particular situation of each state enterprise and 
that under no circumstances would the Government permit inefficien- 
cy to be passed on in the form of higher costs to consumers; 
said that the Central Bank has developed prime rate indicators 
which would permit the issuance of financial instruments with 
floating interest rates and hopefully lead to longer maturities 
and lower financial costs; and warned that the Government would 
not hesitate to lower tariffs to combat unwarranted increases 

in prices. 


Although these new measures will no doubt promote a decline of 
inflation in the second half of 1978, the Government will be 
fortunate if the final CPI increase for the year falls below 
120 percent. Argentina's inflation in 1978, therefore, will 
remain the highest in the world. 


Fiscal and Monetary Management -- the Pluses and Minuses 


The current Government has as a matter of policy sought to reduce 
the role of the public sector in the economy and in particular 





the fiscal deficit which under the Peronist regime was the main 
source of inflation. The Government has made considerable 
progress in attaining these objectives. Public sector employ- 
ment has been reduced; firms intervened by the Government 
because of bankruptcy have either been or are in the process 

of being sold back to the private sector; the National Develop- 
ment Bank (BANADE) has sold the great bulk of its shares in 
private companies to the public; 4,000 km of track and 32,000 
employees from the inefficient railroad system have been pruned 
and a further reduction is planned in 1978; and the Government 
has actively enlisted the services of private firms, both local 
and foreign, to develop Argentina's petroleum industry. By 
promoting efficiency and keeping a tight rein on wages, the 
Government has reduced public sector expenditures in real terms. 
At the same time, revenue has been increased by increased tax 
collection and higher rates for public utilities. The result 
has been a notable decline in the fiscal deficit of the public 
sector. As a percentage of GDP, the Treasury deficit has been 
gradually brought down from 12 percent in 1975 to 3.2 percent 
in 1977. 


Further progress is projected for 1978, with the Treasury deficit 
limited to one percent of GDP. Moreover, the Government intends 
to finance the deficit fully through both internal and external 
public sector borrowing -- an achievement, which if attained, 
would be the first time in over 20 years that Argentina did not 
have to resort to Central Bank financing to cover its deficit. 
Treasury revenue is expected to rise to 7.8 percent of GDP (6.4 
percent in 1977), with tax collection reaching one of the highest 
levels in Argentina's history as a result of improved collection 
methods and the establishment in 1977 of a broader tax base. 
Treasury expenditures, on the other hand, will decline to 8.8 
percent of GDP (9.6 percent in 1977). Part of the projected 
decrease in Treasury expenditures is the result of reduced 
Treasury transfers to the Provincial Governments and state enter- 
prises. (These entities increase their own sources of current 
revenue and depend more on credits from non-Treasury sources. 

To illustrate that the improvement in the fiscal performance is 
not just the result of the more limited financial role of the 
Treasury, the Government has released a consolidated public sector 
budget projection (including Central Administration, Provincial 
Governments, autonomous public entities, and state enterprises) 
showing that the total public sector deficit in 1978 will decline 
to 3.8 percent of GDP (5.5 percent in 1977). 





The 1978 budget is ambitious and may be difficult to achieve. 
Because of commitments inherited from the previous Government 

(and in particular the public works projects associated with 

the 1978 World Cup Championship being held in Argentina), 

public sector investment in 1978 will reach the highest levels 

in the past decade. Moreover, the Government's commitment to 
raising public sector salaries in real terms could swell public 
expenditures substantially unless further progress is also made 

in reducing public employment. Even leaving aside these ambitious 
targets, however, the economic assumptions upon which the budget 
was prepared are quite different from what is now expected -- 

i.e. much higher inflation (probably double the 60 percent 
assumption) and much lower growth (zero instead of five percent). 
The Treasury deficit during the first quarter of 1978 was running 
at 3.7 percent of GDP, substantially higher than the one percent 
projected for the full-year. However, this fiscal gap will 
probably be reduced in the second half of 1978 since the majority 
of public works expenditures were concentrated in the January-June 
period. 


With the fiscal deficit greatly reduced and financed without 

much recourse to the Central Bank, the public sector virtually 
ceased to be a source of monetary expansion in the first quarter 
of 1978. Unfortunately, the improvement from the public sector 
was offset by monetary expansion generated by the external sector 
and by the Central Bank's "Interest Equalization" account.* As 

a result, the money supply (M2) in the first three months expanded 
23.3 percent -- almost the same as the 23.8 percent during the 
same period the year before. 


The external sector not only produced a large net inflow of 
capital attracted by the high domestic interest rates but also 

a substantial balance of trade surplus. The new monetary 
stabilization measures announced in May will help correct this 
problem. The reinstitution of mandatory deposits in pesos for 
foreign financing (20 percent for working capital and 10 percent 
for trade) will greatly raise the cost of foreign borrowing and 
therefore help curb the inflow of capital. The replacement of 
the "mini-devaluation" exchange rate system by a free market 


* The "Interest Equalization" account levies charges on demand 
deposits and pays compensation for the immobilized portion of 
time deposits. The charges on demand deposits are far less than 
the compensations on time deposits, leaving a deficit. 





exchange rate based on supply and demand for foreign currency 
initially resulted in a small revaluation of the peso and in 

the short run at least will lead to a slower rate of devaluation -- 
effects which should help reduce the trade surplus. 


The deficit on the "Interest Equalization" account is more of a 
long term problem which the Government hopes to solve by grad- 
ually reducing interest rates and the very high reserve require- 
ment (currently 43 percent) which applies to all kinds of deposits. 
The deficit in the Account, although still high, has been growing 
less rapidly: for example, after registering a 45 percent increase 
in December 1977, the expansion in March 1978 was down to 23 
percent. 


Real Wages Remain Low 


In 1976, after the Videla Government assumed power, wages earners 
as a group saw their real wages decline substantially in real 
terms (exact amount is a matter of controversy but the consensus 
seems to be that average real wages fell around 20 percent). The 
Government lamented the fall in real wages but asserted that, 
without the reduction in real pay, firms affected by the 
depressed level of economic activity would have been forced 

to lay off workers: Unemployment has indeed remained low and, 
according to Government statistics, was only 2.2 percent in 
October 1977. In view of the subsequent downturn in the economy, 
it is presumed that unemployment has risen a little bit but 

that it still remains very low. 


A survey undertaken by a reputable private research organization 
suggests that average wage levels at year-end 1977 were approximately 
the same as those in mid-1976 -- an indication that average wage 
levels have not continued to deteriorate in 1977. Indexes based 

on averages, however, mask significant differences among sectors 
and categories of workers: for example, employees in the Government 
civil service and depressed industries such as textiles, as well 

as those at the lower end of the pay scale, fared less well than 
the average in 1977. In addition, since inflation is continuous 
and wage adjustments periodic, inflation erodes wages between 
adjustments. The fact that consumption decreased 4.1 percent in 
1977, following a drop of 8.1 percent in 1976, suggests that 

there have continued to be cumulative losses of real wages despite 
the periodic adjustments to similar levels. 





In 1978, the expectation is that there will be little or no 
improvement overall in real wages. Since industry in general 

has been hurt by the economic slump, the assumption is that 

wage adjustments for blue collar workers will either not keep 

up with inflation or that the number of hours worked and 

therefore take home pay will be reduced. On the other hand, 

some improvement in real remuneration is expected for Government 
workers. The Government has committed itself to raise real wages 
50 to 100 percent, depending on the worker category, over a period 
of three years beginning January 1, 1978. However, government 
wage adjustments effective May 1 of 45-50 percent in nominal terms 
provided little or no improvement in real wages over the four-month 
period since the last adjustment. Larger raises in real terms, 
therefore, will be necessary later on if the Government is to meet 
its targets. 


Balance of Payments and Reserves -- Embarrassment of Riches 


Argentina's balance of payments and foreign exchange reserves have 
become an embarrassment of riches. Argentina's external sector 


has generated such a surplus in the trade and capital accounts 

that the resulting monetary expansion has had a negative impact 

on Argentina's anti-inflationary program. The Government therefore 
adopted the exchange rate and financial measures described earlier 
to curb the external surplus. 


During the first quarter of 1978, the current account showed a 
surplus of $245 million, of which $241 million was the result of 
the positive balance in merchandise trade. The small surplus of 

$4 million in the services account -- an account which has 
traditionally shown a negative balance -- is attributable to 
increased interest income earned on Argentina's much larger reserve 
invested in foreign securities and to higher earnings from shipping 
resulting from an almost doubling of the ELMA fleet, the state-owned 
shipping line. The capital account, in turn, showed a surplus of 
$875 million, largely as a result of heavy borrowing abroad because 
of the almost prohibitive level of interest rates prevailing in 
Argentina (as high as 11 percent/month). These surpluses brought 
the Central Bank's level of reserves to a record $5.2 billion at 
the end of April -- the equivalent of around 15 months of imports. 
For 1978 as a whole, the balance of payments surplus is projected 
at $2.7 billion, of which approximately $1.3 billion will be used 
to pay off the compensatory financing obtained in 1976 from the IMF 
and the U.S., European, Japanese, and Canadian commercial banks. 





The Government trade forecast prepared in May puts exports at 
$5.5 billion and imports at $4.1 billion, leaving a comfortable 
surplus of $1.4 billion. Exports are higher than projected 
earlier because of the exceptionally fine coarse grain and 
oilseed harvest and the rise in international agricultural 
commodity prices; the imports lower than anticipated because 

of the smaller GDP projection. The new exchange rate system 
instituted in May could well reduce the projected trade surplus 
by discouraging exports (particularly non-traditional manufactured 
products which are not very competitive internationally anyway) 
and by encouraging imports. Local observers, however, believe 
the trade impact of these exchange measures will be minimal 
because, due to shortage of storage capability, the agricultural 
surpluses will have to be exported; the manufacturing sector 
will be forced by low domestic demand to seek foreign outlets 

in an effort to cover fixed costs; and businesses will try to 
keep stocks of imported raw materials to a minimun. 


Foreign Investment Climate Continues to Improve 


The foreign investment climate in Argentina has continued to 
improve under Argentina's current Government. The Government 
has greatly liberalized the legislative framework for foreign 
investment in Argentina and settled most of the investment 
disputes inherited from the previous Peronist regime. Terrorist 
activity, which has been a major deterrent to foreign investment, 
has been greatly reduced by the security forces and some foreign 
firms are beginning to send back their nationals to work in 
subsidiaries in Argentina. The decision of the ruling Junta 

to extend President Videla's term of office until March 1981 

is a reassuring step that political and economic continuity 

will be maintained. Therefore, as the economy pulls out of 

its current slump, foreign investment in Argentina should pick up. 


Recent statistics released by the Government show that registered 
foreign investment totaled about $4.6 billion in August 1976. 
During the past year, foreign investors already established in 
Argentina have reinvested $144 million. In addition, the 
Government has approved $217 million in new investments and 

is in the process of considering an additional $182 million in 
new investment proposals. Approximately $119 million of the 
approved new investments consist of temporary contributions of 
capital for the production of petroleum and gas and almost all 
of these contributions are American in origin. Of the remainder, 
a substantial portion consists of capitalization of existing 
credits. 





Implications for the U.S. 


U.S. trade with Argentina has been growing in recent years 

and the resulting trade balance between the two countries has 
traditionally been favorable to the United States. In 1977, 

U.S. exports to Argentina totaled $731 million (up 34 percent) 

and U.S. imports from Argentina $383 million (up 24 percent), 
giving the U.S. a trade surplus of $348 million -- the largest 
U.S. surplus in Latin America. In 1978, the prospects for U.S. 
exports to Argentina remain good but, with the Argentine economy 
in a slump, growth is apt to be modest. Favorable factors 

include the high level of Argentina's foreign exchange reserves, 
Government measures to lower tariffs and liberalize import 
procedures, the anticipated slower rate of devaluation, and 

major investment projects which will require substantial imports 
of capital goods equipment. In 1977, the IDB and IBRD approved 

a total of $515 million in credits to Argentina to finance 
highway, industrial development, cellulose, gas pipeline, water 
supply, and petrochemical projects. In 1978, Argentina is expected 
to submit loan applications to the IDB and IBRD totalling over 
$600 million, with financing for the first phase of the $4 billion 
Yacyreta-Apipe hydroelectric dam being the largest project under 


consideration. For a detailed assessment of export opportunities, 
interested U.S. suppliers may wish to obtain from the Department 
of Commerce a copy of the latest "Best Prospects" reports on 
Argentina. 


According to official Argentine statistics, U.S. investment in 
Argentina totaled around $1.8 billion in August of 1976, with 

the majority concentrated in the manufacturing sector. With the 
improvement in the Argentine Government's attitude toward foreign 
investment, U.S. firms already established in Argentina have 
proceeded with a modest level of reinvestment to replace aging 

or obsolete equipment. U.S. petroleum companies have responded 
favorably to the Government's interest in enlisting their help 

in developing Argentina's petroleum resources and have already 
received approvals for temporary imports of capital totaling 

$106 million. A U.S. mining company is contemplating a $1 billion 
investment in a copper mining project. These favorable trends 
are expected to continue as Argentina's economic situation 
improves. 
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